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Motivation: Diversity and Economic 
Performance 
• Diversity, Conflict of preferences and Provision of public 
goods : Easterly and Levine 1997, Alesina et. al. 1999 
• Diversity, Social Capital and Interpersonal trust: Knack 
and Keefer 1997, Zak and Knack 2001, Collier and 
Gunning 1999, Alesina and Ferrera 2002; Putnam 2000 
• Diversity and Social divergence: Grafton, Knowles and 
Owen 2004, Grafton, Kompas and Owen 2007, Ratna, 
Grafton and Kompas 2009 
• Diversity and Wage: Ottaviano and Peri 2005 
• Diversity and Labour Productivity: Sparber 2006 
Economic Impacts of Diversity : Three Key 
Ideas 
• Co-operation and group interactions enable economies 
to use large amounts of specialised knowledge ( Becker 
and Murphy 1992, Lucas 1988) 
 
• Creation and transfer of ‘know how’ or tacit knowledge 
is dependent upon communication links within (Ryan 
and Gross 1943; Coleman et al. 1966) and across social 
groups (Granovetter 1973, Rogers 1995; Valente 1995)  
 
• There is much less communication across social groups 
than within social groups (Benabou 1996; Borjas 1995; 
Burt 2002) 
, 
Social Divergence  
 • Social Divergence  
 Barriers to communication created through differences 
in language, ethnicity or religion, deter the ‘cross-
fertilization’ of ideas and knowledge due to lower 
social interactions across the groups and, hence, have  
negative impact on productivity 
• Optimal Growth Model (Grafton, Kompas and 
Owen 2007) 
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Diversity and Economic Growth: 
State/Province level analysis  
• Empirical model 
 
 
• Measuring Diversity  
FRACi = 1-  2
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Diversity and GSP/GPP Per capita  
GSP/GPP Per Capita 
OLS1 OLS 2 OLS 3 2SLS 
Constant +**** +**** +**** +***** 
Language 
 
0.2001**** 0.4079**** 0.6255**** 
Religion 0.2155** 0.2032*** 0.2961**** 0.5207*** 
Culture  0.2434**** 0.2729**** 0.5029**** 0.6776**** 
Education1 0.6471**** +**** 
PopDensity + 
Urbanization +**** +**** +** 
EFS +**** +**** +** 
Canada_dummy - 
Language* LI -1.6285**** -2.7134**** 
Endogeniety and IVE 
• Instruments for Language, Culture and 
Religion 
– Slavery 
– Geography variables: mean temperature 
(MeanTemp), average precipitation 
(AvegPrecip), average number of freeze/frost 
days (FreezeDay) and average number of 
rainy days per year (AvegRain) 
 
Diversity and Labour Productivity 
ln ( Average wage of working age population, 15 to 69 years) 
US & CA US & CA US only  US only 
Race -0.468**** -0.384**** -0.496 -0.392**** 
Language 
 
1.265**** 1.215**** 1.306 1.243**** 
Culture  0.960*** 0.366 1.097 0.474 
Education1 +**** +***** 
Education2 +**** 
Years FE Yes Yes Yes Yes 
City FE Yes  Yes  Yes  Yes  
Concluding Remarks  
• Diversity by itself is not the problem, but 
barriers to communication across social groups 
(linguistic, religious, racial, cultural etc.) and 
the consequent social isolation have negative 
social & economic outcomes. Thus policies that 
promote ‘bridging’ likely to have not only 
social or political, but substantial economic 
payoffs as well.  
 
Concluding Remarks  
• Policy Implications : Economic Assimilation and 
Cultural Integration  
– Language and skill training  
– Education policy  
 
• When barriers to communication are non-
existent /less prevalent, immigration enhances 
economic growth 
 
